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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Transmitted  herewith  is  the  report  on  the  audit  of  the  Swan  River 
Youth  Forest  Camp  for  the  two  years  ended  June  30,  1977. 

The  audit  was  conducted  by  Kindred,  Holland  and  Lindberg  under  a 
contract  between  the  firm  and  our  office.   The  comments  and  recommendations 
contained  in  this  report  represent  the  views  of  the  firm  and  not  necessarily 
the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 

Respectfully  submitted, 

Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 


PilBLc   OF  CONTENTS 

Page 

Appointive  and  Administrative  Officials   -  .  ii 

Summary  of  Recommendations    „  0 0  .Hi 

Auditor's  Opinion   .  „ „  .  .  .  „ 1 

Comments  and  Recommendations  „    „ 

I .  General „ 0  .  .  .   2 

II.  Prior  Audit  Recommendations   0 „ 3 

III.  Additional  Recommendations   .  .  .  » 14 

F I NANC I AL  S  TATEMENTS 

Exhibit  A  -  Combined  Balance  Sheet,  All  Funds  27 

Exhibit  B  -  Statements  of  Revenues,  Espenditures  and 
Changes  in  Fund  Balances  Year  Ended 
June.  30,  1977 0  .  c  0  0 28 

Exhibit  B  -  Statements  of  Revenues,  Expenditures  and 
Changes  in  Fund  Balances  Year  Ended 
June  30,  1976 29 

Exhibit  C  -  Statement  of  General  fixed  assets  30 

Exhibit  D  -  Statements  of  Revenues  by  Object  with 

Budget  Comparisons   .  ° 0  31 

Exhibit  E  -  Statement  of  Expenditures  by  Program 
compared  with  appropriations  for 
Year  Ended  June  30,  1977 •  •  •  •  32 

Exhibit  E  -  Statement  of  Expenditures  by  Program 
compared  with  appropriations  for 
Year  Ended  June  30,  1976 «  .  0  .  33 

Notes  to  Financial  Statements 

SCHEDULE  I.  Supplemental  Schedules  Summary  of  activity 
in  Non-Treasury  Bank  Account  and  Trust 
Accounts   .  .  0 38 


APPOINTIVE   AND   ADiwINISTKATlVE   OFFICIALS 


Board  of  Institutions: 

Zella  A.  Jacobson 

Eldon  E.  Kuhns 

will is  M.McKeon 

Robert  J»Pallo 

John  W.  Strizich,  M.D. 


Term 

Began 

July  14, 

1976 

August  k 

•,  1975 

January 

12, 

1977 

January 

12, 

1977 

January 

12, 

1977 

Term 
Expires 

January  1,  1979 

January  1,  1979 

January  5,  1981 

January  5,  1981 

January  5,  1981 


Department  of  Institutions! 
Lawrence  M„Zanto,  Director 


Administrators; 

Melvin  R.Mohler,  Superintendent 

Gerald  E.  Underwood,  Assistant  Superintendent 

Donald  Huwe,  Director  of  Counseling 


SUMMARY  OF  RECOMMENDATIONS 


1.  Maintain  the  Custodial  Fund  non-treasury  bank  account, 
but  record  the  transactions  on  SBAS,  at  least  monthly, 
via  journal  entries. 

2o   Adopt  policies  requiring  cancellation  and  supervisory  approval 
of  all  invoices.  Adopt  procedures  to  insure  that  the  policy 
is  complied  with. 

3.   Require  employees  to  record  all  cash  sales.  Provide  for 

supervised  reconciliation  of  cash  sales  and  cash  collections 
at  each  cut-off  date  prior  to  transfer  of  the  cash  to  the 
Administrative  Building  for  deposit. 

Take  a  physical  count  of  the  canteen  inventory  at  least 
quarterly  and  reconcile  it  to  inventory  records  and  sales. 

^.   Require  the  person  reviewing  bank  reconciliations  to  compare 
prelistings  to  the  deposits.  Prelist  every  receipt. 

5.  A  more  formal  stores  issue  requisition  form  should  be  used. 
Initiation  should  be  by  the  department  requesting,  with  the 
signatures  of  the  persons  issuing  and  receiving  the  stores 
on  each  requisition. 

6.  Re-orders  for  a  purchase  of  new  merchandise  should  be 
reviewed  more  carefully  by  the  accounting  technician. . .before 
preparation  of  a  purchase  requisition. 

7.  Take  a  complete  physical  inventory  of  stores  as  soon  as 
feasible  and  adjust  the  inventory  records  accordingly. 

8.  Provide  for  closer  supervision  and  control  over  the  posting 
of  purchases  and  issues. 

9.  Take  a  physical  inventory  of  fixed  assets  annually  on 
or  about  June  30. 

10.  Complete  the  schedules  of  age  and  condition  for  each 
equipment  item. 

11.  Insist  upon  proper  documentation  in  the  future  for  inter- 
agency transfers  of  vehicles  and  equipment. 

12.  Include  all  employees  on  the  time  records  and  require 
approval  of  the  time  records  by  the  superintendent,  assistant 
superintendent,  or  director  of  counseling. 

13«   Document  the  reason  for  travel  and  the  choice  of  vehicle. 
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Insure  that  the  most  economical  mode  of  transportation  is 
used. 

14.   The  Department  of  Administration  Accounting  Division  should 
adopt  a  policy  as  to  the  consistent  treatment  of  Workers' 
Compensation  dividends  or  refunds  each  year  by  all  state 
agencies. 

15»      Establish  subsidiary  ledger  control  over  loans  to  residents 
and  supervise  transactions  to  insure  that  all  loans  are 
authorized  and  repaid „ 

16.  The  Department  of  Administration  should  establish  procedures 
for  the  proper  recording  of  accrued  revenues  and  more  specfi- 
cally,  grant  revenue „ 

17.  Establish  procedures  for  supervisory  review  of  monthly  financial 
reports,  including  follow-up  regarding  unusual  or  incorrect 
transactions. 

18.  Report  improper  payments  for  the  state  share  of  health  insurance 
premiums  to  the  Department  Director  and  obtain  an  opinion 

as  to  recovery. 

19*   Establish  and  adhere  to  a  camp  purchasing  policy  that  coincides 
and  complies  with  statutory  requirements  and  Purchasing  Division 
regulations o 

20 o   Prepare  a  complete  written  report  for  the  superintendent  upon 
completion  of  the  inventory,  listing  all  significant  shortages. 

21.  Take  steps  to  immediately  inventory  and  list  all  surplus,  obso- 
lete or  unsalable  items  in  the  storeroom.   These  items  should 
be  cleared  out  and  disposed  of  in  accordance  with  established 
Purchasing  Division  procedures. 

22.  Establish  general  ledger  control  over  all  fixed  assets  as  of 
July  1,  1977. 

23.  Add  equipment  items  each  month  by  reference  to  SBAS  details 
for  equipment  expenditures. 

24.  Obtain  data  from  the  state  Architecture  and  Engineering 
Division  upon  completion  of  each  capital  building  project 
and  enter  appropriate  description  and  cost  data  on  the  per- 
petual card  system „ 

25.  Make  a  determination  as  to  the  potential  usefulness  of  the 
saw  mill  and  if  it  is  determined  to  be  useless,  the  mill 
should  be  disposed  of  through  established  procedures. 
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26.  Record  the  presently  unrecorded  building  on  the  perpetual 
inventory  records  at  its  estimated  fair  market  value. 

27.  Evaluate  and  rewrite  the  cooperative  agreement  to  more 
equitably  allocate  program  costs  between  departments. 

28.  The  Department  of  Administration  should  publish  uniform 
policies  regarding  property  management  and  accountability. 

29.  Request  that  Central  Payroll  Division  undertake  programming 
revisions  to  include  longevity  expense  on  the  agency  payroll 
reports  generated  by  that  division. 

30.  Provide  reference  to  the  date  of  recording  on  source  documents 
for  payroll  expense. 

31.  Discontinue  granting  and  accumulating  compensatory  time  off 
for  non-exempt  employees  and  obtain  an  attorney's  opinion  as 
to  the  present  legal  status  or  possible  exposure  to  liti- 
gation and  as  to  a  course  of  action  with  regard  to  payment. 

32.  Prepare  and  issue  IRS  Form  1099  for  receipts  of  contract 
related  income0 

33.  The  Department  of  Administration  should  establish  standard 
filing  policies  including  method  of  organization  and  provide 
adequate  supervision  to  insure  that  all  accounting  records 
are  filed  in  one  location  and  easily  referenced  and  found. 

34.  Obtain  written  authorization  from  the  Department  Director 
for,  and  an  attorney's  opinion  as  to  the  legality  of,  the 
use  of  the  two  state  vehicles  by  the  superintendent  and 
assistant  superintendent. 

35»   Consider  increasing  meal  prices  and  obtain  written  authori- 
zation for  the  employees'  meal  allowance.   Consider  charging 
forestry  employees  for  meals. 

36.  Establish  procedures  for  cancellation  for  state-dated 
non-treasury  checks  in  line  with  those  set  for  cancel- 
lation of  Treasurer's  warrants. 

37.  The  Department  of  Administration  should  establish  a  policy 
statewide,  for  treatment  of  dormant  fiduciary  accounts. 

38.  Include  complete  and  detailed  descriptions  of  all  transac- 
tions within  the  Custodial  fund  and  SBAS,  and  insure  that  all 
necessary  substantiating  documentation  is  attached  to  copies 
of  source  documents  and  referenced  in  the  description. 

39.  Review  all  employee  leave  files  and  records  for  accuracy 
and  make  corrections  as  necessary. 


/ 

September  12,    197'i 
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CERTIFIED  PUBLIC  ACCOUNTANTS  ANN  J.  KINDRED 

P   O.  BOX  245.  ROOM  520  POWER  BLOCK  MICHAEL  W  HOLLAND 

HELENA.  MONTANA  59601  T0DD  M   LINDBERG 
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Legislative  Audit  Committee 

of  the  Montana  State  Legislature 


.e  have  examined  the  financial  statements  of  the  various 
funds  and  account  groups  of  the  Swan  River  Youth  Forest 
Camp  for  the  two  years  ended  June  30,  1977,  listed  in  the 
table  of  contents  of  this  report.  Our  examination  was  made 
in  accordance  with  generally  accepted  auditing  standards, 
and  accordingly,  included  such  tests  of  the  accounting 
records  and  such  other  auditing  procedures  as  we  considered 
necessary  in  the  circumstances. 

The  agency  has  not  accrued  significant  revenues  receivable 
in  the  Federal  and  Private  Revenue  Fund  at  each  year-end 
as  required  by  generally  accepted  accounting  prin  ciples 
and  as  discussed  in  Note  2  to  the  financial  statements. 

In  our  opinion,  except  for  the  matter  discussed  in  the 
preceding  paragraph,  the  aforementioned  financial  statements 
present  fairly  the  financial  position  of  the  various 
funds  and  account  groups  of  the  Swan  River  Youth  Forest 
Camp  at  June  30,  1977  and  the  results  of  operations  of 
such  funds  for  the  two  year  period  then  ended,  in  confor- 
mity with  generally  accepted  accounting  principles  applied 
on  a  basis  consistent  with  that  of  the  preceding  year. 

In  accordance  with  the  instructions  of  the  Legislative 
Auditor,  financial  statements  for  the  Custodial  Fund  have 
not  been  presented  since  they  are  not  included  on  the 
Statewide  Budgeting  and  Accounting  System.  However,  a. 
summary  of  activity  in  this  fund  has  been  prepared  and  is 
included  as  a  supplement  schedule.  The  supplemental  infor- 
mation has  been  subjected  to  tests  and  other  auditing 
procedures  applied  in  the  examination  of  the  financial 
statements  mentioned  above  and,  in  our  opinion,  is  fairly 
stated  in  all  material  respects  in  relation  to  the 
financial  statements  taken  as  a  whole. 


Kindred,  Holland  and  Lindberg 
Certified  Public  Accountants 


MEMBER  OF  AMERICAN  INSTITUTE  OF  CERTIFIED  PUBLIC  ACCOUNTANTS 
MEMBER  OF  MONTANA  SOCIETY  OF  CERTIFIED  PUBLIC  ACCOUNTANTS 
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I.   General 


The  Swan  Fliver  Youth  Forest  Camp  is  a  minimum  security 
correctional  facility  under  the  State  of  Montana  Depart- 
ment of  Institutions.   The  residents  are  between  the  ages 
of  16  and  25,  and  are  referred  to  the  camp  by  Pine  Kills 
School  and  the  Montana  State  Prison.   The  objectives  of 
the  camp  are  to  return  the  residents  to  society  as  pro- 
ductive, well-adjusted,  self-reliant  individuals  capable 
of  making  proper  decisions  and  functioning  without 
difficulty  in  the  community- 

Section  30-l4l2,  RCM  19^7  states  "...  a  work  program  shall 
be  provided  by  the  Department  of  Natural  Resources  and 
Conservation,  and  shall  be  carried  out  with  cooperation 
between  the  department  and  the  Camp  Superintendent."  As 
the  camp  is  located  in  the  Swan  River  State  Forest,  per- 
sonnel of  the  State  Forestry  Division  provide  instruction 
in  all  phases  of  forestry,  while  the  residents  gain  prac- 
tical work  experience  by  engaging  in  actual  forest  manage- 
ment activities  including  fighting  forest  fires.   Other 
fields  of  work  that  the  residents  are  engaged  in  include 
carpentry  and  mechanics,  both  under  the  auspices  of  the 
State  Forestry  Division.   The  residents  are  also  responsible 
for  routine  maintenance  of  the  camp,  laundry  and  food  ser- 
viceSo 

The  camp  provides  educational  programs  structured  to  aid 
the  residents  in  obtaining  drivers  licenses  and  General 
Equivalency  Degrees  and  improve  their  skills  in  such  other 
areas  as  remedial  english  and  mathematics. 

The  camp  employs  approximately  28  people,  including  the 
superintendent  and  assistant  superintendent,  a  counseling 
staff  of  12,  a  nurse,  a  teacher  and  others,  including 
maintenance  workers,  cooks,  cottage  life  attendents  or 
night  men,  and  office  staff. 

The  camp  has  five  funds  which  it  administers:  the  General 
Fund,  Federal  and  Private  Revenue  Fund,  the  Clothing  Store 
Fund,  the  Custodial  Fund  and  the  General  Fixed  Assets  Fund. 
Expenditures  within  the  first  three  funds  are  segregated  as 
to  the  program  which  benefited  from  the  expense. 

The  programs  in  the  fiscal  year  ended  June  30,  1976  included 
administration,  counseling  and  supervision,  education  and 


training  and  general  services. 

In  the  fiscal  year  ended  June  30,  1977,  the  camp  restructured 
its  accounts  and  segregated  expenditures  according  to  the 
following  programs:  administrative,  care  and  custody,  and 
developmental  services. 

The  money  in  the  Custodial  Fund  is  being  held  for  the 
residents,  the  canteen,  the  resident's  craft  program, 
and  money  being  transferred  to  the  State  Treasurer,  e.g. , 
receipts  from  the  sale  of  clothing  which  are  transferred  to 
the  Clothing  Store  Fund  at  the  end  of  each  month. 

II.   Recommendations  from  the  Previous  Audit  Report 

The  last  independent  audit  of  the  camp  was  for  the  fiscal 
year  ended  June  30,  1975.   The  audit  report  included  33 
recommendations  for  improving  internal  control,  reporting, 
and  compliance  with  statutes  and  regulations. 

Following  is  a  summary  of  those  recommendations  and  the 
progress  made  by  the  camp  in  implementing  each  recommendation, 

Prior  recommendations 

"Establish  a  Contingent  Revolving  Fund0" 

"Discontinue  the  practice  of  commingling  state  revenues 

and  residents'  cash." 

Not  implemented „   Although  the  agency's  response  to  the 
recommendation  indicated  that  they  had  concurred  and  would 
attempt  to  implement  the  recommendations,  they  have  not  done 

SOo 

The  agency  maintains  an  approved  non-treasury  bank  account 
for  transactions  involving  the  Custodial  Fund:  residents' 
funds,  the  canteen,  clothing  store,  crafts  fund,  and  gifts 
and  donations , 

The  agency's  location  and  distance  from  Helena  necessitate 
the  use  of  a  local  bank  account  in  order  to  make  prompt 
distributions  to  or  on  the  behalf  of  the  residents  when  the 
need  arises. 

Since  the  funds  are  in  an  agency  controlled  bank  account 
and  not  readily  available  to  the  residents,  except  with  the 
consent  of  the  camp  administrators,  it  is  our  opinion  that 
such  funds  are  being  held  in  a  trust  or  fiduciary  capacity, 
and  as  such,  are  state  funds.   Therefore,  in  our  opinion, 
there  is  no  commingling  of  the  residents'  cash  with  state 
revenues. 


awher  than  establish  a  non-'-jreasury  Joniin^ent  Revolving 
.-4.ccour.ti  the  camp  has  continued  cc  maintain  only  the  Custo- 
dial Fund.   .on-custodial  funds  are  passed  through  the  account 
before  being  deposited  monthly  ".vith  the  State  Treasurer.  ::e 
have  seen  no  need  for  a  Contingent  Revolving  Account. 

?he  books  and  records  involving  the  Custodial  Fund  are  main- 
tained on  a  hand-written  journal  and  ledger.   Only  the  trans- 
fers made  to  the  State  Treasurer  for  clothing  sales  are 
reported  on  the  Statewide  Budgeting  and  Accounting  System 
(SBAS)  and  no  financial  reporting  is  made  apart  from  S3AS 
reports. 

The  agency  should  maintain  all  its  accounts  in  one  single, 
uniform  accounting  system  to  insure  that  all  the  funds  and 
all  transactions  are  reported. 

Our  recommendation 

1.   Maintain  the  Custodial  Fund  non-treasury  bank  account, 
but  record  the  transactions  on  SBAS,  at  least  monthly, 
via  journal  entries.   ;.ork  with  the  Department  of 
Administration  to  establish  the  proper  accounting 
entities  and  beginning  balances  for  this  fund. 

Prior  recommendation 

"Ensure  proper  examination  by  the  Superintendent  or  Assistant 
Superintendent  of  all  disbursements." 

Partially  implemented. 

The  camp  had  established  a  policy  for  approval  of  all  disburse- 
ments soon  after  the  previous  audit  report.   They  continued 
this  policy  until  May,  1977  when  they  amended  the  policy  to 
allow  the  accounting  technicians  to  make  regular,  usual  and 
recurring  disbursements  without  supervisory  approval. 

Our  examination  disclosed  many  instances  where  these  policies 
had  not  been  followed,,   Disbursements  had  been  made  by  the 
accounting  technicians  with  no  indication  or  evidence,  such 
as  initials,  that  the  payment  had  been  approved  by  their 
supervisor^ 

Invoices  are  not  marked  as  paid,  leaving  the  opportunity  for 
duplicate  or  unauthorized  payments. 

Our  recommendation 

2o  Adopt  policies  requiring  cancellation  and  supervisory 
approval  of  all  invoices.   Adopt  procedures  to  insure 
compliance  with  these  procedures,  such  as  a  periodic 
review  of  disbursements  for  proper  approval  and  cancellation. 


i  rlor  recoiamendatior. 

"Establish  daily  accountability  for  cash  a:  zhe   carreer.": 
including  reconciliation  oetween  cash  receipts  and  items 
sold." 

.  o  :  implemented  <■ 

Phe  counselors  sell  merchandise  from  the  canteen  to  residents 
on  a  credit  basis.   Each  sale  to  a  resident  is  recorded  and 
charged  against  the  balance  of  the  resident's  monthly  canteen 
allowance.   This  allowance  is  charred  monthly  against  the 
residents'  accounts. 

3ash  sales  are  often  made  to  employees  and  visitors.   Although 
procedures  are  established  to  provide  for  recording  of  cash 
sales,  the  counselors  do  not  actually  record  the  sale,  but 
rather,  determine  the  volume  of  sales  from  the  amount  of  cash 
collected. 

There  is  no  control,  therefore,  over  cash  collections 0   The 
agency  should  require  recording  of  each  cash  sales  and  recon- 
cialiaton  of  cash  sales  with  cash  collections.   The  reconcil- 
iation should  be  closely  supervised  or  done  by  office  personnel. 

Twice  monthly  an  inventory  is  taken  of  the  stock  in  the  canteen 
and  the  count  is  reconciled  to  inventory  records  and  sales.   This 
steo  was  taker,  to  establish  accountability  for  sales  at  the 
canteen.   The  frequency  of  these  physical  counts  seems  impractical, 
If  an  accurate  record  of  sales  is  maintained  and  the  stock  is 
adequately  safeguarded,  which  we  feel  it  is,  this  should  be 
sufficient,, 


ur  recommendation 
3.   Require  employees  to  record  all  cash  sales.   Provide  for 
supervised  reconciliation  of  cash  sales  and  cash  collect- 
ions at  each  cut-off  date  prior  to  transfer  of  the  cash 
to  the  Administration  Building  for  deposit. 

The  ourchase  and  use  of  a  small  cash  register  would 
be  an  excellent  method  of  providing  for  the  recording 
of  each  cash  sale,  and  might  facilitate  reconciliation. 

Take  a  physical  count  of  the  canteen  inventory  at  least 
quarterly  and  reconcile  it  to  inventory  records  and  sales. 
Obtain  supervisory  approval  for  all  significant  adjustments 
to  inventory  records  because  of  the  physical  count. 


Prior  recommendations 

"Adopt  the  internal  control  procedures  designed  for  cash 
collections  duties  by  three  people  in  the  Montana  Adminis- 
trative Manual,  Section  2-1210. 51f  Volume  I." 
"Prelist  cash  receipts  by  denomination  and  amount  of  receipt 
by  an  individual  independent  of  the  recording  function  and 
compare  such  prelisting  with  subsequent  deposits." 

Partially  implemented. 

The  agency  established  procedures  for  dividing  duties  between 
two  people  because  of  their  small  office  staff.  The  procedures 
being  followed  are  not  specified  in  the  Administrative  Manual, 
but  are  adequate  with  one  exception. 

One  person  receives  and  opens  the  mail  and  prelists  receipts. 
The  second  person  makes  up  the  deposit  and  is  responsible  for 
deposits,  recording,  and  bank  reconciliations. 

Although  a  third  person  who  is  a  supervisor  reviews  the  bank 
reconciliations,  no  one  compares  the  prelist  to  the  deposits. 

The  prelist,  which  is  comprised  of  individual  sequential  receipts 
does  not  include  receipts  forwarded  to  the  State  Treasurer. 

Our  recommendation 

4.   Require  the  person  reviewing  bank  reconciliations  to 
compare  the  prelists  to  the  deposits.  Prelist  every 
receipt „ 

Prior  recommendation 

"Obtain  authorization  from  the  State  Treasurer- .. .to  make 
deposits  less  frequently  than  is  required  by  current  regu- 
lations. However,  deposits  should  be  made  at  least  every 
two  weeks. " 

Implemented. 

Prior  recommendation 

"Separate  the  requisitioning,  receiving  and  reordering 
functions  for  supplies  inventories." 

Partially  implemented. 

Requisitioning,  receiving  and  reordering  are  still  being  handled 
by  one  person,  the  storekeeper.  Some  stores  issue  requisitions 
that  are  initiated  by  other  departments,  but  many  are  still 
written  by  the  storekeeper,  and  there  are  no  other  signatures  for 
receipt  of  the  goods,  or  other  approvals,  upon  the  face  of  some 
of  the  requisitions.  However,  written  requisitions  are  now 


prepared,  for  the  most  major  store  issues,  which  is  an  improvement 
over  prior  procedures. 

All  receiving  is  presently  handled  by  the  storekeeper.  Reorders 
for  purchase  of  merchandise  are  still  basically  initiated  by 
the  storekeeper,  with  a  review,  preparation  of  purchase  requi- 
sition, and  approval  by  the  accounting  technician  and/  or  the 
assistant  superintendent.  Some  of  the  quantities  reordered  on 
on  a  quarterly  or  annual  basis  are  apparently  not  reviewed  very 
closely,  hov/ever,  since  they  appear  out  of  line  with  current 
usage  and  inventory  levels. 

Our  recommendations 

5.  A  more  formal  stores  issue  requisition  form  should  be 
used.  Initiation  should  be  by  the  requesting  department 
with  the  signatures  of  the  persons  issuing  and  receiving 
the  stores  on  each  requisition.  Pre-numbered  forms  would 
be  desirable. 

6.  Re-orders  for  purchase  of  new  merchandise  should  be 
reviewed  more  carefully  by  the  accounting  technician  or 
the  assistant  superintendent  before  preparation  of  a 
purchase  requisition.  Reference  to  perpetual  inventory 
cards  for  current  usage  and  the  present  inventory  levels 
would  result  in  more  realistic  quantities  being  ordered 
for  future  usage. 

Prior  recommendations 

"Implement  a  physical  inventory  system  whereby  all  items  are 
inventoried  at  least  annually  by  at  least  two  people,  one  of 
whom  should  be  removed  from  the  storekeeping  function. 
Inventory  cards  should  be  compared  and  updated." 

Partially  implemented. 

Some  stores  were  inventoried  in  June,  1977  by  a  CETA  employee. 
However,  stores  have  not  been  completely  inventoried  since 
March,  1976.  The  inventory  at  that  time  was  apparently  taken 
by  a  storekeeper  and  a  person  from  accounting.  The  perpetual 
inventory  records  were  updated  at  that  time.  Basically  this 
recommendation  was  implemented  except  that  a  complete  inventory 
has  not  yet  been  taken  in  1977. 


.''.r  recommendation 

7.   Pake  a  complete  physical  inventory  of  stores  as  so- 
feasible  and  adjust  the  inventory  records  accordis 


Prior  recommendation 

"Improve  the  perpetual  inventory  system  for  such  items  as 
food,  service  supplies,  clothing,  medical  supplies,  and  some 
of  the  more  valuable  supplies,  such  as  groundskeeping  and 
maintenance  supplies." 

Implemented. 

Perpetual  inventory  cards  are  now  set  up  and  maintained  for  all 
the  major  supply  items  indicated.   However,  our  tests  of  these 
records  and  comparison  with  actual  quantities  on  hand  indicated 
that  the  inventory  cards  are  very  inaccurate „   The  inventory 
system  tends  to  lose  its  value  for  reorder  purposes  unless  it 
is  accurately  maintained „ 


Our  recommendation 

So   The  taking  of  a  complete  physical  inventory  (7)  would 
alleviate  the  problem  for  the  present „   However,  some 
further  improvement  in  the  form  of  closer  supervision 
and  control  over  the  posting  of  purchases  and  issues  is 
necessary  if  these  records  are  to  be  accurate  and  useful, 


Prior  recommendations 

"Implement  an  effective  distribution  system  which  controls 
access  to  the  storeroom  and  document  items  removed," 
"Require  cook's  signature  on  all  food  invoices  to  acknowledge 
receipt  of  the  items." 

Implemented. 

Better  physical  safeguarding  of  stores  has  been  established 
by  relocating  most  major  stores  items  to  one  area,  the  Lodge 
basement,  which  is  under  lock  and  key  and  24-hour  surveillance. 

Documentation  for  stores  issues  has  been  improved,  however*  it 
needs  more  improvement.   See  our  recommendation  t>   above. 

The  cook's  signature  is  now  required  on  all  major  food  invoices 
before  payment. 

Prior  recommendations 

"Conduct  annual  physical  inventories  of  fixed  assets  by 
two  people,  one  of  whom  should  be  a  member  of  the  adminis- 
trative staff. " 


"Establish  schedules  to  provide  an  objective  indication 
of  age,  estimated  useful  life,  and  value  of  an  item  to 
aid  in  determining  whether  or  not  its  disposition  is 
reasonable. " 

"Obtain  authorization  and  update  the  records  prior  to 
transferring  property  from  one  location  to  another,  and 
secure  written  acknowledgement  from  the  transferee  that 
the  transaction  actually  has  occurred. " 

"Account  for  all  discrepancies  between  beginning  and 
ending  inventories.   Remove  all  cards  for  items  dis- 
posed of  and  keep  in  a  separate  file.   Reconcile  phy- 
sical inventories  to  capital  records." 

"Establish  a  dollar  value  and  physical  count  for  all 
property,  plant,  and  equipment  currently  on  hand,  and 
develop  a  journal  entry  to  place  this  on  the  books,  to 
be  incorporated  into  SBAS  when  the  system  has  developed 
such  capability.   Such  accounts  should  be  updated  as 
acquisitions  and  dispositions  occur. " 

"Implement  an  effective  system  of  authorization  for 
all  dispositions  of  fixed  assets." 

"Utilize  the  current  system  for  complete  documentation 
of  assets  transferred  between  state  agencies." 

Partially  implemented 

The  agency  conducted  a  physical  inventory  IS  months 
ago  but  has  not  conducted  another  since,  as  required 
by  management  memo  70-17,  dated  June,  1970. 

Schedules  of  age,  life  and  value  have  not  yet  been 
completed.   During  the  course  of  our  audit  a  compre- 
hensive equipment  listing  was  developed,  but  the  age, 
condition,  and  status  of  each  item  has  not  yet  been 
completed. 

The  agency  presently  has  three  vehicles  in  use  which 
were  transferred  from  other  state  agencies,  for  which 
no  proper  documentation  has  been  located. 

Discrepancies  between  physical  inventory  and  card  in- 
ventory were  accounted  for  and  disposed  items  are 
maintained  in  a  separate  file. 

Dollar  values  for  all  items  of  property,  plant,  and 
equipment  on  hand  as  of  June  30,  1977.  have  been  de- 
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veloped  during  uhe  course  of  this  audi c  and  are  in- 
corporated into  this  audit  report. 

All  dispositions  of  fixed  assets  during  this  audit 
period  were  denoted  by  segregation  of  the  inventory 
cards  with  written  approval  of  an  administrative 
supervisor  indicated  on  the  card. 

The  final  item  is  still  a  problem.  No  documentation 
for  assets  transferred  between  agencies  exists „  The 
three  vehicles  were  discussed  above. 


Our  recommendations 

9.   Perform  an  annual  physical  inventory  of  fixed 
assets  as  previously  recommended,  preferably 
on  or  about  June  30.  the  fiscal  year-end  to 
coincide  with  audit  dates. 

10.  Complete  the  schedules  of  age  and  condition  for 
each  equipment  item. 

11.  Insist  upon  proper  documentation  in  the  future 
for  inter-agency  transfers,  and  obtain  doc- 
umentation for  the  vehicles  mentioned  above. 


Prior  recommendation 

"Keep  a  record  of  hours  worked  by  all  employees." 
"Ensure  that  time  sheets  are  signed  by  properly 
authorized  individuals  in  all  instances." 
"Be  sure  that  all  requests  for  leave  of  absence  are 
complete  in  all  respects,  and  properly  approved." 
"Minimize  the  number  of  employees  working  twelve- 
hour  daysc " 

Partially  implemented,, 

The  agency  maintains  time  and  attendance  records  which 
are  prepared  daily  and  approved  by  one  of  the  social 
worker  supervisors  or  the  assistant  superintendent „ 
The  superintendent;  assistant  superintendent,  and 
director  of  counseling  are  not  included  on  the  time 
sheets,  however,  and  there  are  no  records  of  their 
attendance o   Since  these  individuals  are  granted  com- 
pensatory time  off,  the  agency  should  maintain  attend- 
ance records  for  these  employees,  in  order  to  substan- 
tiate leaves  of  absences,  compensatory  time  earned,  etc. 

The  agency's  file  of  leave  requests  is  complete  and  our 
examination  did  not  disclose  any  documents  not  approved 
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or  properly  prepare;  . 

I.iost  of  the  counselors  at  the  camp  work  ten  to  twelve- 
hour  shifts  regularly,  but  not  more  than  forty  hour 
weeks „   The  superintendent  has  advised  us  that  for 
scheduling  purposes,  he  believes  this  xo  be  an  excellent 
method  of  providing  supervision  of  the  residents  without 
incurring  substantial  overtime  expense.   To  the  best  of 
our  knowledge,  there  are  no  legal  prohibitions  against 
twelve-hour  shifts „   l-Je  have  concluded  that  twelve-hour 
shifts  do  not  impair  efficiency  because  the  employees 
are  only  working  four-day  weeks,  and  the  work  is  not 
strenuous  or  unduly  taxing. 


Our  recommendation 

12.   Include  all  employees  on  the  time  records  and 
require  approval  of  the  time  records  by  the 
superintendent,  assistant  superintendent,  or 
director  of  counseling. 


Prior  recommendations 

"Take  measures  to  ensure  responsibility  and  account- 
ability on  the  part  of  employees  in  travel  status, 
and  to  ensure  that  the  most  direct  routes  are  con- 
sistently used." 

"Adhere  to  the  rates  prescribed  by  state  regulations 
for  per  diem  allowances." 

"Improve  documentation  for  the  necessity  of  travel 
and  choice  of  vehicle." 

Partially  implemented. 

During  our  examination  we  did  not  note  any  irregularities 
with  regard  to  routes  or  rate  of  allowances  for  meals. 

Documentation  of  vehicle  choices  and  necessity  of  travel 
remains  a  problem,  however.   The  travel  vouchers  provide 
a  space  for  description  of  the  reason  for  travel  but  in 
most  cases  the  expense  voucher  contains  only  a  few  words 
concerning  where  the  individual  traveled 0   Reasons  are 
rarely  given  for  partial-day  travel „ 

The  agency  maintains  several  vehicles  for  the  use  of 
employees.   In  our  examination  of  travel  vouchers,  how- 
ever, it  appeared  that  the  state-owned  vehicles  are 
rarely  used  for  travel  of  any  significant  distance. 
The  superintendent,  for  instance,  who  has  the  full-time 
use  of  a  state-owned  vehicle  ordinarily  uses  his  personal 
automobile  for  travel.   He  does,  however,  leave  his  state 
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vehicle  at  the  camp  when  he  is  on  travel  status  so  that 
it  may  be  used  by  other  personnel. 


Our  recommendation 

13.   Document  the  reason  for  travel  and  the  choice  of 
vehicle.   Insure  that  the  most  economical  mode 
of  transportation  is  used. 


Prior  recommendation 

"Decentralize  the  budget  preparation  process  so  as  to 
incorporate  a  greater  degree  of  participation  and  re- 
view by  affected  parties." 

Implemented. 

Prior  recommendation 

"File  annual  five-year  operations  plan  for  use  of 
communications  equipment." 

Not  implemented 0 

Regulations  are  in  the  process  of  being  rewritten  to 
relieve  the  agency  of  responsibility  for  compliance. 
The  agency  has  cooperated  with  the  Division  of  Com- 
munications in  management  of  radio  equipment. 

Prior  recommendation 

"Continue  to  minimize  the  practice  of  utilizing 
residents'  labor  for  private  work  and  continue  to 
pay  the  minimum  wage  for  such  work." 

Partially  implemented. 

The  superintendent  has  advised  us  that  he  and  the 
department  director  neither  encourage  nor  discourage 
the  use  of  residents'  labor  for  private  work,  but  prior 
approval  of  the  superintendent  and  director  of  counsel- 
ing is  required  in  all  cases.   This  results  in  close 
supervision  of  each  occurrence  to  prevent  possible  abuse. 

Any  resident  employed  outside  of  the  camp  is  required  to 
be  paid  at  least  the  minimum  wage. 


Our  recommendation 

No  recommendation  necessary. 
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j-'rior  recommendation 

"Enter  into  written  contracts  with  outside  parties 
providing  services." 

Implemented. 


In  summary,  we  would  point  out  that  the  agency  has  made 
substantial  progress  in  implementing  those  recommendatio; 
with  which  they  concurred,  and  has  given  considerable 
thought  to  the  remainder. 

Overall,  the  agency's  internal  control  and  accounting 
is  fairly  good,  particularly  in  light  of  the  small 
administrative  staff. 
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Additional  Recommendations 

Our  examination  included  testing  and  review  of  the  agency's 
records  and  procedures  to  evaluate  their  system  of  internal 
accounting  control  and  adherence  to  statutes  and  regulation: 
pertinent  to  the  operation  of  the  camp.   Cur  tests  and  re- 
view were  performed  to  the  extent  we  considered  necessary 
to  make  an  evaluation  as  required  by  generally  accepted 
auditing  standards.   The  purpose  of  such  evaluation  is 
to  establish  a  basis  for  reliance  upon  the  records  and 
procedures  of  the  agency  to  determine  the  nature,  timing 
and  extent  of  other  auditing  procedures  that  are  necessary 
for  the  expression  of  an  opinion  on  the  financial  state- 
ments. 

The  objective  of  internal  control  is  to  provide  reason- 
able, but  not  absolute,  assurance  as  to  the  safeguard- 
ing of  assets  against  loss  from  unauthorized  use  or 
disposition,  and  the  reliability  of  financial  records 
for  preparing  financial  statements  and  maintaining  ac- 
countability for  assets.   The  concept  of  reasonable 
assurance  recognizes  that  the  cost  of  a  system  of  in- 
ternal accounting  control  should  not  exceed  the  benefits 
derived  and  also  recognizes  tnat  the  evaluation  of  these 
factors  necessarily  requires  estimates  and  judgment  by 
management. 

There  are  inherent  limitations  that  should  be  recognized 
in  considering  the  potential  effectiveness  of  any  system 
of  internal  accounting  control.   In  the  performance  of 
most  control  procedures  errors  can  result  from  misunder- 
standing of  instructions,  mistakes  of  judgment,  care- 
lessness, or  other  personal  factors.   Control  procedures 
whose  effectiveness  depends  upon  segregation  of  duties 
can  be  circumvented  by  collusion.   Similarly,  control 
procedures  can  be  circumvented  intentionally  by  manage- 
ment with  respect  to  either  the  execution  and  recording 
of  transactions,  and  with  respect  to  the  estimates  and 
judgment  required  in  the  preparation  of  financial  state- 
ments.  Further,  projection  of  any  evaluation  of  internal 
accounting  control  to  future  periods  is  subject  to  the 
risk  that  the  procedures  may  become  inadequate  because 
of  changes  in  conditions,  and  that  the  degree  of  com- 
pliance with  the  procedures  may  deteriorate- 

Our  study  and  evaluation  of  the  agency's  system  of  in- 
ternal accounting  control  and  compliance  with  applicable 
statutory  restrictions  and  regulations  would  not  nec- 
essarily disclose  all  weaknesses  in  the  system.   However, 
such  study  and  evaluation  disclosed  the  following  con- 
ditions that  we  believe  to  be  material  weakness  and 
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oroblems  that  we  believe  require  affirmative  actio; 


..'orkers'  Compensation  Refunds 

In  reviewing  unusual  receipts,  v/e  noted  that  large 
.jorkers'  Compensation  Division  refunds  were  received 
in  both  fiscal  years,  but  treated  differently  in  each 
year.   In  the  year  ended  June  30,  1976,  the  refund  for 
the  previous  year  was  treated  as  an  expenditure  abatement 
of  the  current  year.   The  refund  for  the  following  year 
was  recorded  as  a  prior  year  expenditure  adjustment, 
thereby  placing  both  year's  refunds  into  the  same  year's 
operations,, 


Recommendation 

14-.   The  Department  of  Administration  should  publish 
a  management  memo  providing  policy  as  to  the 
consistent  treatment  of  VJorkers'  Compensation 
refunds  each  year  by  all  state  agencies. 

Treasury  Deposit  Tickets 

The  agency  did  not  attach  treasury  deposit  tickets  to 
each  collection  report  as  prescribed  by  the  Montana 
Administrative  Manual  until  requested  to  do  so  by  the 
State  Treasurer  in  February,  1977. 

Treasury  deposit  tickets  are  used  to  itemize  each 
individual  check  or  warrant  deposited  along  with  coins 
and  currency,  and  they  are  helpful  in  tracing  unusual 
deposits. 


Recommendation 

No  recommendation  is  necessary,  as  the  agency  has 
now  complied. 


Loans  to  Residents 

Often,  a  resident  whose  trust  account  is  insufficient 
to  allow  him  to  purchase  hygiene  supplies  or  merchandise 
from  the  canteen  is  given  a  small  loan  from  the  gifts 
and  donations  portion  of  the  Custodial  Fund.   The 
accounting  technician,  when  posting  transactions  to  the 
residents'  accounts  then  deducts  the  amount  of  the  loan 
from  the  resident's  account  as  soon  as  his  income  per- 
mits.  The  only  method  by  which  the  accounting  technician 
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is  able  to  obtain  repayment  oi'  these  loans  is  by  r- 
viewing  past  months*  entries  in  the  account,  as  no 
record  or  detail  of  these  loans  is  maintained. 


Recommendation 

15.   Establish  subsidiary  ledger  control  over  loans  tc 
residents  and  supervise  transactions  to  insure 
that  all  loans  are  authorized  and  repaid. 


Accrued  Revenues 

As  is  discussed  in  note  2  of  the  financial  statements, 
accrued  revenues  have  not  been  recorded  properly  at  year 
end.   Although  state  accounting  policy  provides  for  re- 
cording revenues  as  they  are  received,  (MAI»i  Chapter 
2-02^0.40),  generally  accepted  accounting  principles 
require  that  revenues  be  accrued  if  they  are  susceptible 
to  accrual,,   Revenues  susceptible  to  accrual  are  those 
that  are  measurable  and  available  for  financing  govern- 
ment operations  in  the  current  year,  or  those  that  have 
not  been  received  at  their  normal  time  of  receipt. 

The  Statewide  Budgeting  and  Accounting  System  does  pro- 
vide general  ledger  accounts  and  subsidiary  detail  led- 
gers for  accounts  receivable,: 


Recommendation 

16.   The  Department  of  Administration  should  establish 
procedures  for  the  proper  recording  of  accrued 
revenues  and  more  specifically,  grant  revenues. 


Review  of  Financial  Reports 

The  agency  shows  in  its  balance  sheets  of  the  various 
funds  several  unusual  or  incorrect  account  balances,  as 
discussed  in  the  Motes  to  the  Financial  Statements. 
These  are  the  result  of  incorrectly  recorded  transactions 
which  were  never  adjusted  or  corrected  due  to  lack  of 
review,   The  superintendent  or  assistant  superintendent 
should  periodically  review  the  reports  generated  by  SBAS 
and  from  the  records  of  the  Custodial  Fund  and  require 
explanation  and  adjustment  of  any  unusual  or  incorrect 
balances  or  transactions 0 
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Recommendation 

17.   Establish  procedures  for  supervisory  review  of 
monthly  financial  reports,  including  follow-up 
regarding  unusual  or  incorrect  transactions 
noted o 


Health  Insurance  rayments 

One  employee  of  the  camp,  whose  husband  is  also  an  em- 
ployee, is  not  a  member  of  the  state  health  insurance 
plan,  but  is  covered  under  her  husband's  policy.   She 
has  for  several  years  been  paid  the  $10.00  per  month 
state-share  of  insurance  as  a  fringe  benefit.   Although 
these  payments  are  normally  made  through  the  central 
payroll  system,  payments  to  her  were  made  by  transfer 
warrant  claim  outside  of  the  central  payroll  system. 
Our  research  into  the  matter  indicated  that  these 
payments  were  not  proper,  as  only  members  of  the  state 
plan  are  eligible. 


Recommendation 

18.   Report  the  improper  payments  to  the  department 
director  and  obtain  a  legal  opinion  as  to  the 
possibility  or  necessity  of  recovery. 

Purchasing  Policies 

The  purchase  of  merchandise  for  the  canteen,  including 
soft  drinks,  candy,  cigarettes,  fishing  tackle  and 
hygiene  supplies  exceeded  $26 0 000. 00  for  the  two  years 
covered  by  the  examination.   Hone  of  the  purchases 
were  handled  through  the  State  Purchasing  Division  and 
the  disbursements  were  made  from  the  non-treasury  bank 
account.   In  addition,  there  was  no  budgetary  authority 
for  these  purchases. 

Section  82-1902;  RCM  19^7 ,  provides  that  the  state  pur- 
chasing agent  has  "full  and  sole  power  and  authority" 
for  the  purchase  of  all  supplies  and  services  necessary 
for  the  operation  of  the  state.  The  Purchasing  Division 
has  not  delegated  to  the  agency,  through  its  local  pur- 
chasing policy,  or  otherwise,  the  authority  to  purchase 
these  items. 

Other  large  purchases  made  through  the  General  Fund  and 
Federal  and  Private  Revenue  Fund  .for  emergency  repairs 
and  parts  are  made  regularly  without  the  required  no- 
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tification  or  approval  of  the  Purchasing  Division. 

a  e  c  ommendat  ion 

19.   Establish  and  adhere  to  a  camp  purchasing  policy 
that  coincides  and  complies  with  statutory  re- 
quirements and  Purchasing  Division  regulations. 
If  local  purchasing  of  canteen  supplies  is  deemed 
necessary,  request  the  Purchasing  Division  to 
delegate  the  necessary  authority. 


Inventories 


It  has  been  estimated  that  the  total  value  of  stores  in- 
ventories would  aggregate  from  D25,000.00  to  ^30,000=00. 
This  represents  approximately  one-half  of  one  year's 
total  supply  costs. 

Upon  completion  of  a  physical  inventory  of  stores,  we 
believe  a  report  to  the  superintendent  should  be  pre- 
pared listing  all  significant  inventory  book  adjustments 
encountered  (quantity  and  dollar  values)  so  that  he  is 
made  aware  of  the  magnitude  of  annual  inventory  adjust- 
ments.  At  present  no  such  report  is  prepared. 

Our  review  and  inventory  tests  disclosed  significant 
amounts  of  slow-moving  and  unsalable  items  in  food, 
clothing  and  janitorial  supplies „   In  addition,  sig- 
nificant over-supplies  of  some  commodities  were  noted, 
due  to  reorder  ol'   excessive  amounts.   The  stores  area, 
is  also  becoming  quite  crowded  and  will  presently  be 
ru.nr.in~  out  of  storage  soa.ce. 


Recommendation 

20 o   A  complete  written  report  should  be  prepared  for 
for  the  superintendent  upon  completion  of  each 
annual  physical  inventory,  listing  all  significant 
inventory  adjustments  noted  in  comparison  with 
the  perpetual  inventory  cards.   The  description, 
quantity  and  dollar  value  of  these  adjustments 
should  be  listed. 

21   Steps  should  be  taken  to  immediately  inventory 
and  list  all  surplus,  obsolete,  or  unsalable 
items  in  the  storeroom.   These  items  should  be 
cleared  out  and  disposed  of  in  accordance  with 
established  Purchasing  Division  procedures0   This 
would  not  only  clear  out  unnecessary  items,  but 
would  also  alleviate  the  present  lack  of  storage 
space. 


In 
c 


Ass< 
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;d  asset  inventories  are  not  under  any  general  ledger 
or  nemo  accounting  control  at  the  present  tine,  although 
detail  inventory  cards  are  maintained  for  all  items.   Jith 
this  audit  we  have  established  the  total  dollar  value  by 
type  and  location. 

Cur  review  disclosed  several  equipment  items  which  had 
been  acquired  during  the  past  two  fiscal  years  but  had 
not  been  recorded  in  the  perpetual  inventory  card  filcc. 

ITo  procedures  have  been  established  at  the  camp  for 
recording  of  building  additions  or  improvements  handled 
through  the  Architecture  and  Engineering  Division  in  Helena. 

ie  noted  an  old  saw  mill  on  the  premises  which  was 
acquired  from  the  Montana  State  Prison  over  two  years 
ago*.  The  mill  is  completely  dismantled  and  scattered 
around  the  State  Forestry  and  camp  premises  in  several 
different  places.   There  appear  to  be  some  reservations 
by  management  as  to  whether  this  mill  can  ever  be  properly 
assembled  to  operate  in  a.  safe  and  efficient  manner,  due 
to  the  lack  of  technical  expertise- 

Tour  of  the  premises  disclosed  a  small  building  on  the 
camp  site  which  was  not  on  any  accounting  records „   The 
building  was  apparently  constructed  recently  with  resident 
labor  and  materials  furnished  (lumber  and  shakes)  by  the 
State  Forestry  Division-   It  is  used  by  Forestry  for 
storage  of  their  own  supplies  and  parts.   There  is  a 
question  regarding  who  owns  the  building  since  it  is  on 
camp  land. 

Our  tour  of  camp  facilities  and  observation  of  physical 
assets  disclosed  a  close  working  arrangement  with  the 
State  Forestry  Division,  covered  by  a  joint  agreement 
between  the  camp,  the  Forestry  Division  and  the  Division 
of  Vocational  Rehabilitation  dated  March  29 :    1968. 

Under  this  joint  arrangement  the  State  Forestry  provides 
staff  in  the  form  of  several  instructors  or  counselors  who 
supervise  camp  residents  in  various  assigned  tasks  such 
as  forestry  work,  carpentry,  vehicle  maintenance;  etc. 
The  purpose  of  the  joint  arrangement  is  supposedly  the 
development,  education  and  rehabilitation  of  the  residents. 

Although  the  State  Forestry  provides  supervisory  per- 
sonnel, the  Youth  Camp  provides  most  of  the  working  equip- 
ments some  building  facilities,  and  inexpensive  resident 
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labor  to  perform  certain  functions  for  which  the  State 
Forestry  might  otherwise  have  to  hire  their  own  personnel. 

The  State  Forestry  receives  the  following  services  from 
the  Youth  Camp: 

1.  Exclusive  use  of  the  fairly  new  and  large  vehicle 
maintenance  building  at  no  cost. 

2.  Most  of  the  vehicle  maintenance  equipment  (which  is 
quite  expensive)  furnished  by  the  camp  at  no  charge 
to  the  Forestry  Division. 

3.  Almost  all  of  the  carpentry  shop  equipment  fur- 
nished by  the  camp,  at  no  cost  to  Forestry. 

k„   Gamp  residents  are  used  by  Forestry  to  perform 
many  of  their  functions,  such  as  vehicle  main- 
tenance, carpentry  work,  and  forestry  work  at  a. 
cost  of  approximately  $2.00  per  day,  which  goes 
to  the  boys"  fiduciary  accounts, 

5o   Several  Forestry  personnel  receive  meals  and 
lodging  at  the  camp  at  no  charge. 


Although  it  is  difficult  to  put  a  dollar  value  on  all  of 
the  above  services,  it  would  appear  from  our  brief  review 
to  be  substantial o   It  would  also  appear  that  significant 
costs  of  performing  the  State  Forestry's  functions  are 
perhaps  being  absorbed  by  the  Youth  Camp  budget. 

The  contract  referred  to  above  is  very  vague  concerning 
who  is  to  absorb  the  financial  cost  of  the  program „  To 
quote : 

(G)  "The  three  parties  jointly  agree  to: 

(3)  Participate  individually  and/or  collectively 
in  costs  of  staffing,  equipment  and  case 
service  as  pertinent." 

.Je  noted  that  the  Department  of  Administration  has  not 
published  Chapter  2-1700  of  the  Montana  Administrative 
Manual  relating  to  property  accountability  and  manage- 
ment o   This  lack  of  policy  and  guidelines  has  caused 
problems  at  the  agency  level 0 


Recommendations 

22.   By  coordination  with  the  Department  of  Administration, 
general  ledger  control  accounts  should  be  established 
for  all  fixed  assets  as  of  July  1,  1977.   Our  audit 
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report  contains  the  dollar  values  for  each  type  of 
asset. 

23.   Equipment  items  should  be  added  to  perpetual  card  records 
each  month  by  reference  to  SBAS  details  for  equipment 
expenditures  for  each  accenting  entity.  This  provides 
an  accurate  crosscheck  that  all  items  are  recorded  in 
the  card  system. 

2k.      Data  should  be  obtained  from  the  State  Architechture 

and  Engineering  Division  upon  completion  of  each  capital 
building  project  and  appropriate  description  and  cost 
data  should  be  entered  on  the  perpetual  card  system. 

25 0   Determination  should  be  made  as  to  the  potential 

usefulness  of  the  saw  mill  and,  if  it  is  determined 
to  be  useless,  the  mill  should  be  disposed  of  through 
established  procedures  and  channels. 

26.  The  unrecorded  building  should  be  recorded  at  its 
estimated  fair  market  value,  as  a  donated  asset,  on 
the  perpetual  inventory  records. 

27.  The  contract  and  all  services  being  performed  by  and 
for  each  department  should  be  carefully  evaluated, 
and  the  contract  re-written  to  more  specifically  and 
equitably  allocate  inter-agency  program  costs  to  the 
proper  department  of  state  government. 

28.  We  recommend  that  the  Department  of  Administration 
expedite  the  publication  of  uniform  statewide  policies 
regarding  property  management  and  accountability. 

Payroll  Expense  Records 

While  comparing  central  payroll  generated  reports  to 
SBAS  reports,  we  found  that  the  two  reports  do  not 
agree  with  respect  to  the  accounting  distribution 
between  the  expense  classifications  for  regular  time, 
vacation,  sick  leave,  etc.  The  difference  was  due  to 
a  change  in  the  accounting  distribution. 

The  purpose  of  the  change  is  to  allocate  a  portion  of 
each  expense  classification  to  longevity.  The  totals 
agree,  but  no  detail  is  provided  as  to  the  computations 
involved  in  making  the  allocation. 

Recommendation 

29.  Request  that  Central  Payroll  Division  undertake 
programming  revisions  to  include  longevity  expense 

on  agency  payroll  reports  generated  by  their  division. 
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leave  Records 


n 


s 


..her;  recording  leave  taken  on  employee  leave  records 
and  on  payroll  expense  records,  requests  for  leaves 
of  absence  are  used  for  source  documents.  Thus,  when 
approved  leave  request  forms  are  submitted  after 
payroll  preparation  records  are  not  updated  timely 
and  expense  classifications  cannot  be  compared  to 
attendance  records.  Since  our  review  indicated  that 
leave  requests  are  properly  submitted,  filed  and 
recorded  for  all  leave  taken,  and  that  no  other  source 
is  practical,  the  request  form  should  provide  reference 
to  the  date  recorded  on  the  face  of  the  form  for  compari- 
son purposes. 

Recommendation 

30.  Continue  to  maintain  complete  and  accurate  files 
of  leave  requests  as  is  presently  done,  but  make 
reference  to  the  date  of  recording  on  accounting 
records  on  the  face  of  each  request. 

ompensatory  Time 

Compensatory  time  off  on  an  hour  for  hour  basis  is 
granted  by  the  agency  to  all  employees  for  time  worked 
in  excess  of  ^0   hours  in  any  week,  and  on  a  one  and 
one-half  to  one  basis  for  holidays  worked. 

management  memo  1-75-17A  prescribed  regulations  pertain- 
ing to  the  granting  of  "comp  time"  for  all  state  agencies. 
These  regulations  provide  that  "comp  time"  may  be  granted 
on  an  hour  for  hour  basis  to  employees  exempt  under 
Title  klt    Chapter  23,  R.C.K.  19^7,"  or  the  Federal  Labor 
Standards  Act  which  requires  that  overtime  be  paid  to 
non-exempt  employees  working  in  excess  of  ^-0  hours  per 
week  at  the  rate  of  one  and  one  half  their  normal  hourly 
rate.  Exempt  employees  are,  generally,  those  in  political, 
executive,  administrative  or  professional  positions. 
The  employees  must  have  considerable  discretion  as 
to  the  completion  of  their  duties,  have  supervisory 
duties,  and/  or  be  "trained  in  a  field  of  learning 
customarily  acquired  by  a  prolonged  course  of  specialized 
intellectual  instruction  and  study. " 

In  our  opinion,  the  only  employees  of  the  camp  who  are 
eligible  exempt  employees  are  the  superintendent,  assis- 
tant, the  Social  workers,  the  nurse  and  the  teacher. 
All  other  employees  are  non-exempt  and  must  be  paid  for 
overtime  worked  at  the  rate  of  one  and  one  half  tim^s 
their  normal  hourly  rate. 
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ecommendation 


Discontinue  granting  and  accumulating  compensatory 
time  off  for  non-exempt  employees  and  obtain  an 
attorney's  opinion,  as  to  present  legal  status,  a 
course  of  action  with  rega.rd  to  accumulated  balances, 
and  exposure  to  litigation. 

■:ie   recognize  that  budgeting  and  scheduling  aspects 
make  implementation  of  this  recommendation  extremely 
difficult,  but  affirmative  action  must  be  taken  to 
reduce  the  exposure  to  litigation. 


form  1099 's 

The  agency  has  not,  in  the  past,  issued  form  1099' s 
for  recipients  of  contract  income  as  required  by  the 
Internal  Revenue  Code  and  Management  nemo  1-73-2. 

R  e  c  ornrn  e  nda t  i  o  n 

32o   Prepare  and  issue  form  1099  for  recipients  of  contract 
income  annually. 


Filing 


During  the  course  of  our  examination,  we  encountered 
difficulties  in  locating  accounting  documents,  paid 
invoices,  purchase  orders,  management  memos,  adminis- 
trative manual  sections,  and  other  documents  and  records, 
In  most  cases  the  accounting  personnel  were  able  to  find 
the  missing  document  in  a  particular  file,  but  consi- 
derable searching  was  involved  in  a  few  cases. 

More  specifically,  purchase  orders  were  found  in  seven 
different  locations.  Management  memos  were  not  filed 
sequentially  and  were  missing  in  many  cases.  Montana. 
Administrative  Manual  sections  were  not  filed  in  sequen- 
tial order. 

According  to  agency  personnel,  the  accounting  documents 
are  filed  in  several  places  so  that  the  information  is 
at  hand  when  reviewing  specific  files.  For  example, 
purchase  orders  for  purchases  made  under  a  particular 
grant  are  in  the  grant  file. 

There  are  many  cases  where  documentation  substantia- 
ting receipts  and  disbursements  could  not  be  located. 
Invoices  or  receipts  were  not  attached  to  accounting 
documents,  or  in  the  case  of  non-treasury  disbursements, 
the  paid  invoices  were  not  filed  in  order c  Payroll 
deductions  could  not  be  documented  in  several  cases  by 
reference  to  payroll  status  forms  or  other  documents. 
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per  shift  at  the  camp  dining  hall.  The  employees 
Pay  35,J-  for  any  additional  meals  eaten  at  the 
camp  dining  hall,  and  visitors  are  charged  500 
for  meals. 

The  practice  of  allowing  each  employee  one 
free  meal  is  at  least  partially  the  result  of 
union-negotiated  contracts  at  other  institutions 
providing  for  a.  similar  meal  allowance,  because 
of  the  remote  location  of  the  institution,  and 
the  need  for  twenty-four  hour  supervision  of  the 
residents. 

Mo  written  policy  exists  with  regard  to  the 
meal  allowance  or  the  pricing  of  meals.  The 
prices  were  set  many  years  ago  and  at  that  time, 
however,  food  costs  have  risen  substantially, 
and  now  average  approximately  680  per  meal  ex- 
clusive of  labor. 


Recommendation 

35»   Give  consideration  to  increasing  meal  prices 
and  obtain  written  authorization  for  the  meal 
allowance.  Consider  charging  forestry  employees 
meals  or  obtain  written  authorization  from 
appropriate  officials. 

Dormant  Accounts 


When  residents  are  released  from  the  camp  they  are 
given  a  check  for  the  balance  in  their  individual 
account.  Very  often,  however,  the  checks  are  not 
cashed  and  must  be  reissued  if  the  resident  can 
be  located,,  For  this  and  other  reasons,  the  camp 
has  dormant  accounts  totaling  nearly  $400.  Several 
of  these  accounts  are  held  in  a  stale-dated  checks 
reserve,  several  are  still  carried  as  outstanding 
for  more  than  a  year,  and  two  accounts  are  main- 
tained in  the  residents'  custodial  accounts. 

There  is  no  statewide  policy  with  regard  to 
dormant  fiduciary  accounts,  and  the  camp  has  no 
policy  or  procedures  established  for  the  treatment 
of  stale-dated  non-treasury  checks. 

After  the  money  has  gone  unclaimed  for  seven 
years,  it  is  to  be  turned  over  under  state 
abandoned  property  laws  and  deposited  in  the 
general  fund,,  In  the  meantime  the  money  should 
be  accounted  for  in  a  consistent  manner. 
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commendation 


The  agency  should  establish  procedures  for 
cancellation  of  stale-dated  non-treasury 
?hecl:s  following  those  procedures  set  forth 
for  Treasurer's  warrants  by  the  State  Auditor's 
office. 

The  Department  of  Administration  should 
establish  a.  policy,  statewide,  for  treatment 
of  dormant  fiduciary  accounts. 


Description  of  Journal  Entries 

A  majority  of  SDAS  input  documents,  and  the 
Custodial  Fund  cash  receipts,  and  disbursements 
journal  entries  do  not  include  an  adequate  des- 
cription of  the  nature,  purpose  or  authority 
for  the  entry  or  reference  to  substantiating 
documentation. 

In  several  instances  document  encoding  had 
been  corrected  by  other  agencies  but  agency  copies 
had  not  been  corrected  to  reflect  the  proper  entries <, 
;Je  were  advised  that  other  agencies  who  make  necessary 
corrections  to  SDAS  documents,  such  as  the  Accounting 
Division  of  the  Department  of  Administration,  have 
discontinued  the  practice  of  sending  written  notices 
with  respect  to  corrections „ 


Recommendation 

36.   Include  complete  and  detailed  descriptions  of  all 
transactions  within  the  Custodial  Fund  and  SBAS , 
and  insure  that  all  necessary  substantiating 
documentation  is  attached  to  copies  of  input 
documents  and  referenced  in  the  description. 


Employee  leave 

In  testing  leave  records  for  accuracy,  we  found 
that  adding  errors  had  been  made  in  50/»  of  those 
individuals'  leave  records  tested.  In  addition, 
we  found  an  approved  leave  request  for  10  hours 
of  annual  leave  from  the  assistant  Superintendent 
that  had  no  corresponding  entry  on  the  accumulated 
leave  record..  Since  time  records  are  not  maintained 
for  the  Assistant  Superintendent,  we  were  unable 
to  verify  whether  or  not  he  had  actually  taken  his 
leave  time. 
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?  o  orp.rier.aa.-;  ion 
39.   "eview  all  employee  lea.ve  files  and  records 

for  accuracy  and  make  corrections  as  necessary. 
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SWAN  RIVER  YOUTH  FOREST  CAMP 

COMBINED  BALANCE  SHEET  -  ALL  FUNDS 

June  30,  1977 


EXHIBIT  A 

Federal  and 

Clothing 

General 

General 

Private 

Store 

Fixed 

ASSETS : 

Fund 

Revenue  Fund 
(Note  2) 

Fund 

Assets 

Cash  in  treasury- 

$  12,592 

$  3,094 

Accounts  receivable 

$    124. 

General  fixed  assets 

(Note  1) 

$  649.826 

Total 

$   124 

$  12,592 

$  3,094 

$  649,826 

LIABILITIES.    RESERVES  AND  FUND  BALANCES: 


Accrued  Support  Expenditures 

(Note  1) 

$  18,981 

$   15,992 

$   271 

Inter- entity  loans  payable 

(Note  3) 

18,885 

Contingent  liabilities 

(Note  6) 

(Note  6) 

Uncleared  collections 

(Note  4) 

5,910 

Reverted  appropriations 

867 

2,715 

2,922 

Investment  in  general  fixed 

assets 

Fund  balances 

(25,634) 

(24,843) 

(99) 

Fund  balance  -  special 

trusts 

(157) 

$  12,592 

Totals 

$   124 

$  3,094 

$  649,826 


$  649,826 


The  accompanying  Notes  to  the  Finanacial  Statements  are  an  integral  part   of 
these  statements. 
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SWAN  RIVER  YOUTH  FOREST  CAMP 
STATEMENTS  OF  REVENUES,  EXPENDITURES  AND  CHANGES  IN  FUND  BALANCES 

ALL  FUNDS  EXHIBIT  B 
For  the  Year  Ended  June  30,  1977 
Page  1  of  2 


Revenues  (Exhibit  D) 

Support  expenditures  (Exhibit  E) 

Excess  of  revenues  over  (under) 
expenditures 


General 
Fund 


|  390.381 


Federal  and 

Private 

Revenue  Fund 

$    6,700 

131.161 


I  (390,381)   $  (124,4-61 


Clothing 
Store 
Fund 

$  12,440 

13.078 

$   (638) 


Other  changes  in  fund  balances: 

Net  cash  disbursed  from  general  fund 

appropriati  ons 
Prior  year's  appropriation  reverted 

to  the  general  fund  on  June  30,  1977 
Remainder  of  current  year's  appropriation 

to  revert  to  the  general  fund  on 

June  30,  1978 
Prior  period  adjustments  (Note  7) 

Fund  balance,  July  1,  1976 

Fund  balance,  June  30,  1977 


382,794 

11,492 

1,058 

4,638 

(867) 
496 

3,534 
(29,168) 

(2,715) 
16,268 
(109,850) 
85,007 

(2,923) 

(6) 
1,071 
(1,170) 

$     (25,634) 

$     (24,843) 

$    (99) 

The  accompanying  Notes  to  the  Financial  Statements  are  an  integral  part  of 
these  statements. 
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SWAN  RIVER  YOUTH  FOREST  CAMP 
STATEMENT  OF  REVENUES,  EXPENDITURES  AND  CHANGES  IN  FUND  BALANCES 

ALL  FUNDS 


EXHIBIT  B 


une  30,  1976 

Page  2  of  2 

General 
Fund 

Federal  and 

Private 

Revenue  Fund 

$  89,990 

90,599 

Clothing 
Store 
Fund 

$  379,772 

$  9,680 
10.362 

Revenues 

Support  expenditures 

Excess  of  revenues  over  (under) 
expenditures 


$  (379,772) 


$   (609) 


$   (682) 


Other  changes  in  fund  balances : 

Net  cash  disbursed  from  general  fund 

appropriations 
Remainder  of  current  year's  appropriations 

to  revert  to  the  general  fund  on 

June  30,  1977 
Prior  period  adjustments  (Note  7) 
Continued  appropriation 

Fund  balance,  July  1,  1975 

Fund  balance,  June  30,  1976  j 


371,580 


(11,492) 
947 

(18,737) 
(10,431) 
(29,168) 


695 


(1,058) 

(206) 

8,657 

7,479 

77,528 

85,007 


(4,638) 


(5,320) 
t    (U70) 


The  accompanying  Notes  to  the  Financial  Statements  are  an  integral  part  of 
these  statements. 
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SWAN  RIVER  YOUTH  FOREST  CAMP 
STATEMENT  OF  GENERAL  FIXED  ASSETS 
June  30,  1977 


EXHIBIT  C 


General  Fixed  Assets  -  At  Cost: 

Land  $            520 

Buildings  442,850 

Improvements  other  than  buildings  51,073 

Furniture,  fixtures  and  equipment  133,252 

Vehicles  22.131 

General  Fixed  Assets  -  at  Cost                             $  649,826 

Investment  in  General  Fixed  Assets  (without  allocation  as  to  source)  $  649,826 


The  accompanying  Notes  to  the  Financial  Statements  are  an  integral  part  of 
these  statements. 
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SWAN  RIVER  YOUTH  FOREST  CAMP 

STATEMENTS  OF  REVENUES  BY  OBJECT  WITH  BUDGET  COMPARISONS 

For  the  Years  Ended  June  30,  1976  and  June  30,  1977 


EXHIBIT  D 


REVENUES: 

Sale  of  Clothing 

Grant  revenue : 
SRS  training  and 

maintenance  funds 
Board  of  Crime  Con- 
trol grants 
ESEA  Title  I  grants 

rotal  Revenues 

Estimated  Revenues 

Excess  of  actual  over 
(under)  estimated 


June  30,  1977 
Federal  and  Clothing 
General    Private      Store 
Fund   Revenue  Fund    Fund 

$   12,440 


June  30.  1976 
Federal  and  Clothing 
General     Private      Store 
Fund    Revenue  Fund    Fund 

$  9,680 


$  76,854 


$  6,700 
$  6,700 

6,662 
6,474 

$  89,990 

$  -0- 

$  12,440 

$  -0- 

$     9,680 

100 

81.000 

16,000 

100 

76.000 

15,000 

$  (100) 

$(74,300) 

$  (3,560) 

$    (100) 

$  13,990 

$  (5,320) 

The  accompanying  Notes  to  the  Financial  Statements  are  an  integral  part  of 
these  statements. 
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SWAN  RIVER  YOUTH  FORES/T  CAMP 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
JUNE  30,  1977 


Note  1.   Significant  Accounting  Policies. 

The  statements  are  prepared  from  the  reports  generated 
by  the  Statewide  Budgeting  and  Accounting  System  (SBAS). 

The  State  of  Montana  utilizes  a  modified  accrual  basis 
of  accounting.  Expenditures  are  recorded  on  the  basis 
of  valid  obligations  while  revenues  are  recorded  when 
received  in  cash  at  the  end  of  a  fiscal  year.  All  valid 
obligations  against  an  appropriation  are  accrued  as 
expenditures  as  provided  by  law.  (Montana  Administrative 
Manual  Chapter  2-0240o^0). 

Inventory  purchases  are  expensed  as  purchased  and 
accordingly,  are  not  reflected  on  the  balance  sheet. 

Fixed  assets  are  expensed  as  purchased  in  the  various 
funds,  and  capitalized  at  cost  in  the  General  Fixed 
Assets  Fund.  No  depreciation  is  recorded. 

Note  2.   Accounts  Receivable. 

The  amount  shown  as  an  account  receivable  in  the 
General  Fund  was  a  travel  expense  reimbursement 
received  by  the  camp  from  the  Department  of  Institutions 
in  March,  1976,  and,  although  not  material  in  relation 
to  the  fund  as  a  whole,  is  not  a  valid  receivable. 
When  the  reimbursement  was  received,  the  receivable  was 
not  liquidated.  Therefore,  travel  expense  has  been 
understated  by  a  similar  amount. 

The  camp  had  outstanding  grant  revenues  receivable 
in  the  Private  Revenue  Fund  at  June  30  of  each  year 
which  had  not  been  accrued.  Although  the  Montana 
Administrative  Manual  provides  for  recording  revenue 
when  received  in  cash,  generally  accepted  accounting 
principles  require  accrual  of  material  revenues 
susceptible  to  accrual.  Reference  to  page  I**, 
Audits  of  the  State  and  Local  Governmental  Units 
prepared  by  the  Committee  on  Governmental  Accounting 
and  Auditing  and  published  by  the  American  Institute 
of  Certified  Public  Accountants,  provides  the  following 
excerpts  pertinent  to  recording  revenue  on  a  modified 
accrual  basis: 


35 


"Revenues  are  recorded  as  received  in  cash  except 
for  (a)  revenues  susceptible  to  accrual  and  (b) 
revenues  of  a  material  amount  that  have  not  been 
received  at  the  normal  time  of  receipt." 

The  Guide  goes  on  to  define  revenues  susceptible  to 
accrual  as  "those  revenues  that  are  both  measurable  and 
available.  In  substance,  available  means  that  the  item 
is  a  resource  that  can  be  used  to  finance  the  govern- 
mental operations  during  the  year. " 

It  is  our  opinion  that  the  grant  revenues  were  earned 
when  qualified  reimbursable  expenses  were  incurred. 
Since  the  revenues  were  in  fact  being  used  to  finance 
the  agency's  operations  during  the  years  concerned, 
they  were  measurable  and  available  and,  therefore, 
susceptible  to  accrual. 

Grants  receivable  have  been  understated  and  grant  revenue 
understated  at  each  year-end  and  overstated  in  the 
following  year,  as  follows: 

6/30/75       6/30/76     6/30/77 

SRS  training  and 

maintenance  funds      $  7,057.98    $16,267.36 

Vocational  Education 

Equipment  grant  $24,999.17 

Board  of  Crime  Control 

grants  6,892.75    


Amount  receivable 

at  year-end  $13.950o73    $16,267.36  $2^,999.17 


Note  3.   Inter-entity  Loans  Payable. 

The  agency  entered  into  an  agreement  whereby  the  Depart- 
ment of  Administration  advanced  the  camp's  Federal  and 
Private  Revenue  Fund  $25,000  from  the  General  fund  for 
the  purpose  of  making  disbursements  for  equipment  re- 
imbursable by  a  Vocational  Education  Equipment  Grant. 
Reimbursements,  when  received  are  forwarded  to  the 
Department  of  Administration  as  payments  on  the  loan. 

The  entire  loan  became  due  and  payable  on  June  30,  1977. 
However,  as  of  June  30,  1977,  only  $6,115.27  had  been 
repaid  on  the  loan,  from  a  grant  reimbursement  made  in 
June,  1977.  Although  the  loan  repayment  cleared  the  books 
prior  to  the  year-end  cutoff,  the  reimbursement  did  not, 
was  still  part  of  the  receivable  discussed  in  Note  2,  and 
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was  not  included  in  income  for  the  year. 

Although  the  loan  agreement  allowed  for  an  extension 
by  mutual  consent  of  both  parties,  such  consent  was 
not  obtained  and  the  loan  is  past  due.  An  extension 
agreement  still  had  not  been  reached  as  of  the 
writing  of  this  report. 

Note  4.  Uncleared  Collections. 

On  March  21,  1977  the  agency  received  and  deposited 
with  the  State  Treasurer  a  refund  from  Conoco  Inc. 
for  overpriced  fuel  purchased  during  the  period  of 
November  1,  1973  through  June  30,  1976,  including 
interest  to  February  28,  1977. 

The  entire  amount  was  credited  to  the  uncleared 
collections  account  rather  than  recorded  as  prior 
and  current  year  expenditure  abatements  and  interest 
revenue. 

Note  5.  Workers'  Compensation  Premiums. 

Each  year  the  agency  received  a  sizeable  refund  from 
the  Workers'  Compensation  Division.  In  the  fiscal 
year  ended  June  30,  1976,  a  $1,058.42  refund  was 
deposited  and  recorded  as  a  current  year  expenditure 
abatement. 

In  the  fiscal  year  ended  June  30,  1977,  $1,263.88  was 
deposited  and  recorded  as  a  prior  year  expenditure 
adjustment,  thereby  placing  both  refunds  into  the 
same  year's  transaction. 

Note  6.   Contingent  Liabilities. 

Annual  and  Sick  Leave 

The  camp  has  a  contingent  liability  for  unused  accu- 
mulated sick  leave  and  annual  leave.  The  state's 
policy  is  to  pay  terminating  employees  for  their 
unused  annual  leave  and  one-fourth  of  their  unused 
sick  leave.  The  liability  for  and  the  expense  of 
the  accumulated  leave  is  not  recorded  in  these 
statements. 

Legal  Actions 

The  camp  has  a  lawsuit  pending  in  federal  court 
cased  upon  the  1964  Civil  Rights  Act  and  the  Equal 
Opportunity  Employment  Act.  A  female  applicant  for 
employment  has  brought  the  action  and  is  requesting 
approximately  $106,000  in  damages.  It  is  the  intention 
of  the  Department  of  Institutions  "to  defend  this  action 
in  its  entirety."  They  have  advised  us  that  no  compro- 
mise is  contemplated. 
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Note  7.   Prior  Period  Adjustments, 


The  camp  has  recorded  prior  period  adjustments  in 
the  various  funds  as  follows: 


General  Fundi 


Unaccrued  prior  year's  expenses 
paid  during  the  current  year. 

Over  accrual  of  prior  year's 
expenses  adjusted  in  the  current  year 

Prior  year's  warrants  cancelled 
during  the  current  year0 

Prior  year's  expenditures 
refunded  in  the  current  year. 


Fiscal  Year  Ended 
6/30/77   6/30/76 


($  1,608)  ($   811) 
670     1,670 
88 


496 


w 


~Wi 


Federal  and  Private  Revenue  Fund: 

SRS  training  and  maintenance 
funds  for  prior  year  received 
in  the  current  year. 

Over  accrual  of  prior  year's 
expenses  adjusted  in  the  current 
year. 

Refund  of  ESEA  Title  I  grant 
funds  from  the  prior  year. 


Clothing  Store  Fund 

Unaccrued  prior  year's  expenses 
paid  during  the  current  year. 


$16,268 


$    65 


,         (   271 
$16.268    $  206 


($ 
(I 


Ji 


Note  8„   Retirement  Plan 

The  agency's  employees  are  covered  by  the  Public 
Employees  and  Teachers  Retirement  systems,  contributory 
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plans  under  which  the  state  contributes  5*55%   and  6.25%, 
respectively,  of  an  employee's  gross  wages  and  the  employee 
contributes  6%   and  6.125%-,    respectively,  of  his  gross  wages 
to  the  plan.  The  agency  incurred  pension  costs  of  $14,9^9 
during  the  fiscal  year  ended  June  30,  1976  and  $16,754  during 
the  fiscal  year  ended  June  30,  1977.  The  State's  policy  is 
to  fund  accrued  pension  costs. 
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SWAN  RIVER  YOUTH  FOREST  CAMP 

SUPPLEMENTAL  SCHEDULES 

June  30,  1977 


SCHEDULE  I  -  Summary  of  Activity  in  Non-treasury  Bank  Account  and  Trust  Accounts: 


Residents'  accounts 
Canteen 
Clothing 
Crafts 

Gifts  and  donations 
Housing  and  maintenance 
Staledated  checks 
Total 


Balance 

Balance 

6/30/75 

Receipts 

Disbursements 

6/30/76 

$  1,580 

$  38,456 

$  35,449 

$  4,587 

1,310 

11,700 

11,522 

1,488 

760 

6,969 

7,073 

656 

89 

470 

515 

44 

335 

1,511 

1,250 

596 

-0- 

260 

260 

-0- 

90 

-0- 

-0- 

90 

$  4,164 

$  59,366 

$  56,069 

$  7,461 

Balance 

Balance 

6/30/76 

Receipts 

Disbursements 

6/30/77 

Residents'    accounts 

$  4,587 

$  53,031 

t  52,649 

$  4,969 

Canteen 

1,488 

16,723 

15,301 

2,910 

Clothing 

656 

9,151 

9,086 

721 

Crafts 

44 

3,658 

3,308 

394 

Gifts  and  donations 

596 

3,098 

2,726 

968 

Housing  and  maintenance 

-0- 

77 

77 

-0- 

Staledated  checks 

90 

-0- 

-0- 

90 

Total 

$  7,461 

$  85,738 

$  83,147 

&  10,052 
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AGENCY  REPLIES 


:,Ov  FRNC  *■ 


}BQ6XXXXiXX»XX3QG!C 
Lawrence  M.    Zanto 


State  of  jUamana 


Bepartmeni  of  ^Institutions 


Jjeiena,  59601 


October   21,    1977 


C     .     I_       -         -   %-,      E 

\\       .    _-   M     M     «  .  3\      -. 
R  o  B  E  F "    -      -    -  ^  .  .        'A       -■ 

J o m n  w    s;Ri:  '."    M  D 


Mr.  Mike  Holland 

Kindred,  Holland,  &  Lindberg 

Certified  Public  Accountants 

P.O.  Box  245,  Room  520  Power  Block 

Helena,  Montana      59601 

Dear  Mr.  Holland: 

We  have  reviewed  the  audit  report  prepared  by  your  firm  on  Swan  River 
Youth  Forest  Camp.   Our  review  was  made  in  cooperation  with  Mel  Mohler, 
Superintendent  of  Swan  River  Youth  Forest  Camp. 

The  report  provides  a  very  welcome  service  and  is  sincerely  appreciated. 

Our  response  to  recommendations  is  attached. 


Sincerely, 


2-— Vis.*- 


Lawrence  M.  Zanto 
Director 

LMZ/pd 

Enclosure 

cc  Morris  Brusett 


SUMMARY  OF  RECOMMENDATIONS  AND  YOUTH  CAMP  RESPONSE 


1.  Maintain  the  Custodial  Fund  non-treasury  bank  account,  but  record  the 
transactions  on  SBAS,  at  least  monthly,  via  journal  entries. 

The  Youth  Camp  agrees  with  this  recommendation,  however, 
SBAS  does  not  provide  accounting  for  non-treasury  accounts. 
The  Youth  Camp  will  comply  if  this  system  is  in  corporated 
into  SBAS  by  the  Department  of  Administration. 

2.  Adopt  policies  requiring  cancellation  and  supervisory  approval  of  all 
invoices.   Adopt  procedures  to  ensure  that  the  policy  is  complied  with. 

Routine  reoccurring  disbursements  ought  to  be  delegated  to 
the  accounting  technician.   This  includes  payments  for  tele- 
phone, milk,  eggs,  produce,  utilities,  and  gasoline.   Any  item 
purchased  through  state  requisition  and  purchase  order  are  al- 
ready routinely  checked.   Supervisory  approval  of  all  other 
invoices  will  be  implemented. 

3a.   Require  employees  to  record  all  cash  sales.   Provide  for  supervised 

reconciliation  of  cash  sales  and  cash  collections  at  each  cut-off  date 
prior  to  transfer  of  the  cash  to  the  Administration  Builing  for  deposit. 

This  will  be  implemented. 

3b.   Take  a  physical  count  of  the  canteen  inventory  at  least  quarterly  and 
reconcile  it  to  inventory  records  and  sales. 

The  present  system  of  bi-monthly  inventory  reconciled  with 
total  sales  provides  more  timely  information  and  a  better 
means  of  determining  what  items  need  to  be  reordered. 

4.  Require  the  person  reviewing  bank  reconciliations  to  compare  prelistings 
to  the  deposits.   Prelist  every  deposit. 

This  is  now  being  done. 

5.  A  more  formal  stores  issue  requisition  form  should  be  used.   Initiation 
should  be  by  the  department  requesting,  with  the  signature  of  the  persons 
issuing  and  receiving  the  stores  on  each  requisition. 

Will  comply  with  the  signature  part  of  the  recommendation,  but  we 
feel  that  a  different  requisition  is  unnecessary. 

6.  Re-orders  for  purchase  of  new  merchandise  should  be  reviewed  more  care- 
fully by  the  Accounting  Technician. . .before  preparation  of  a  purchase 
requisition. 

Will  comply. 
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7.  Take  a  complete  physical  inventory  of  stores  as  soon  as  feasible  and 
adjust  the  inventory  records  accordingly. 

Will  comply. 

8.  Provide  for  closer  supervision  and  control  over  the  posting  of  purchases 
and  issues . 

Will  comply. 

9.  Take  a  physical  inventory  of  fixed  assets  annually  on  or  about  June  30. 

Will  comply.   June  30  is  a  very  inopportune  time  for  taking 
inventories  so  they  will  be  taken  at  a  date  previous  to  June 
30  and  consistent  on  an  annual  basis. 

10.  Complete  the  schedules  of  age  and  condition  for  each  equipment  item. 

There  should  be  some  sort  of  standard  guideline  for  state 
agencies  in  order  to  accomplish  this  recommendation.   The 
Department  of  Administration  should  consider  this  recommend- 
ation. 

11.  Insist  upon  proper  documentation  in  the  future  for  inter-agency  transfers 
of  vehicles  and  equipment. 

Will  comply. 

12.  Include  all  employees  on  the  time  records  and  require  approval  of  the 
time  records  by  the  Superintendent,  Assistant  Superintendent,  or 
Director  of  Counseling. 

Will  comply,  however,  the  Superintendent  reports  to  the 
Director  of  Corrections  Division. 

13.  Document  the  reason  for  travel  and  the  choice  of  vehicle.   Ensure  that 
the  most  economical  mode  of  transportation  is  used. 

Will  comply. 

14.  The  Department  of  Administration  Accounting  Division  should  adopt  a 
policy  as  to  the  consistent  treatment  of  Worker's  Compensation  dividends 
or  refunds  each  year  by  all  state  agencies. 

The  Department  of  Administration  will  respond. 

15.  Establish  subsidiary  general  ledger  control  over  loans  to  residents 
and  supervise  transactions  to  ensure  that  all  loans  are  authorized 
and  repaid. 

This  has  been  done . 

16.  The  Department  of  Administration  should  establish  procedures  for  the 
proper  recording  of  accrued  revenues  and  more  specifically,  grant  revenue. 

The  Department  of  Administration  will  respond. 
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17.  Establish  procedures  for  supervisory  review  of  monthly  financial 
reports  including  follow-up  regarding  unusual  or  incorrect  trans- 
action noted. 

Will  Comply. 

18.  Report  improper  payments  for  the  state  share  of  health  insurance  pre- 
mimus  to  the  Department  Director  and  obtain  an  opinion  as  to  recovery. 

The  Department  of  Institutions  has  been  advised  of  this 
and  will  take  appropriate  action. 

19.  Establish  and  adhere  to  a  Camp  purchasing  policy  that  coincides  and  com- 
plies with  statutory  requirements  and  Purchasing  Division  regulations. 

The  Youth  Camp  has  requested  authorization  from  the  State 
Purchasing  Agent  to  purchase  canteen  items  locally. 

20.  Prepare  a  complete  written  report  for  the  Superintendent  upon  completion 
of  the  inventory,  listing  all  significant  shortages. 

Will  comply. 

21.  Take  steps  to  immediately  inventory  and  list  all  surplus,  obsolete  or 
unsalable  items  in  the  storeroom.   These  items  should  be  cleared  out  and 
disposed  of  in  accordance  with  established  purchasing  department  procedures. 

This  will  be  done,  however,  Swan  River  should  try  to  sell 
any  surplus  clothing  at  a  reduced  price  to  its  residents 
prior  to  declaring  items  surplus  if  approval  is  granted  by 
the  Department  of  Administration. 

22.  Establish  general  ledger  control  over  all  fixed  assets  as  of  July  1,  1977. 

The  Department  of  Administration  is  implementing  a  system 
to  accomplish  this. 

23.  Add  equipment  items  each  month  by  reference  to  SBAS  details  for  equipment 
expenditures. 

Will  comply. 

24.  Obtain  data  from  the  state  Architecture  and  Engineering  Division  upon 
completion  of  each  capital  building  project  and  enter  appropriate  description 
and  cost  data  on  the  prepetual  card  system. 

Will  comply. 

25.  Make  a  determination  as  to  the  potential  usefulness  of  the  saw  mill  and 
if  it  is  determined  to  be  useless,  the  mill  should  be  disposed  of  through 
established  procedures. 

Will  comply. 
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26.  Record  the  presently  unrecorded  building  on  the  perpetual  inventory 
records  at  its  estimated  fair  market  value. 

Will  Comply. 

27.  Evaluate  and  rewrite  the  cooperative  agreement  to  more  equitably  allocate 
program  costs  between  Departments. 

The  Department  of  Institutions  will  assist  the  Youth  Camp 
and  the  Forestry  Division  to  comply  with  this  recommendation. 

28.  The  Department  of  Administration  should  publish  uniform  policies  re- 
garding property  management  and  accountability. 

The  Department  of  Administration  will  respond. 

29.  Request  that  Central  Payroll  Division  undertake  programming  revisions 
to  include  longevity  expense  on  the  agency  payroll  reports  generated 
by  that  division. 

The  Central  Payroll  Division  will  repsond. 

30.  Provide  reference  to  the  date  of  recording  on  source  documents  for  payroll 
expense . 

Will  comply. 

31.  Discontinue  granting  and  accumulating  compensatory  time  off  for  nonexempt 
employees  and  obtain  an  attorney's  opinion  as  to  the  present  legal  status 
or  possible  exposure  to  litigation  and  as  to  a  course  of  action  with  re- 
gard to  payment. 

Lack  of  funds  budgeted  for  overtime  has  created  this  problem. 
The  Youth  Camp  will  consider  other  solutions  for  the  problem. 

32.  Prepare  and  issue  IRS  Form  1099  for  recipients  of  contract  related  income. 

Will  comply. 

33.  Establish  standard  filing  policies  including  method  of  organization  and 
provide  adequate  supervision  to  ensure  that  all  accounting  records  are 
filed  in  one  location  and  easily  referenced  and  found. 

Will  comply. 

34.  Obtain  written  authorization  from  the  Department  Director  for,  and  an 
attorney's  opinion  as  to  the  legality  of,  the  use  of  the  two  state 
vehicles  by  the  Superintendent  and  Assistant  Superintendent. 

We  will  seek  this  authorization  and  opinion. 

35.  Consider  increasing  meal  prices  and  obtain  written  authorization  for  the 
employees  meal  allowance.   Consider  charging  forestry  employees  for  meals. 

The  Department  of  Institutions  policy  will  be  followed. 
An  analysis  of  meal  costs  will  be  made  to  determine  if  the 
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price  for  meals  is  equitable.  Charging  for  meals  eaten 
by  the  Forestry  employees  will  depend  on  results  of  re- 
commendation #2  7. 

36.  Establish  procedures  for  cancellation  of  stale-dated  non-treasury  checks 
in  line  with  those  set  for  cancellation  of  Treasurer's  warrants. 

Will  comply. 

37.  The  Department  of  Administration  should  establish  a  policy  statewide, 
for  treatment  of  dormant  fiduciary  accounts. 

The  Department  of  Administration  will  respond. 

38.  Include  complete  and  detailed  descriptions  of  all  transactions  within  the 
Custody  fund  and  SBAS ,  and  ensure  that  all  necessary  substantiating  docu- 
mention  is  attached  to  copies  of  source  documents  and  referenced  in  the 
description. 

Will  comply. 

39.  Review  all  employee  leave  files  and  records  for  accurancy  and  make  cor- 
rections as  necessary. 

Will  comply. 


DIRECTOR'S  OFFICE 

MITCHELL    Bl ILDINfJ 
HELENA.    MONTANA   5!)001 


THOMAS   L.  JUDGE    Governor 


October  2k,    1977 


Mr.  Morris  L.  Brusett 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana  59601 

Dear  Mr.  Brusett: 

As  requested  by  the  accounting  firm  of  Kindred,  Holland  and  Lindberg,  we 
submit  the  following  comments  with  regard  to  recommendations  addressed  to  the 
Department  of  Administration  (Department)  in  the  Swan  River  Youth  Forest  Camp 
audit  report. 

Recommendation  -  No.    14 

The  VepaAtment  o&  Administration  should  publish  a  management 
memo  providing  policy  as  to  the  consistent  treatment  o^  Woikens' 
Compensation  Ke^unds  each  yean,  by  all  Atate  agencies. 

We  concur.   For  the  past  two  years  the  Department's  Accounting  Division  has 
been  manually  monitoring  the  accounting  treatment  afforded  those  refunds  by  ob- 
taining, from  the  Workers'  Compensation  Division,  a  listing  of  amounts  refunded 
and  reviewing  the  applicable  transactions  to  assure  that  refunds  are  properly 
recorded  as  prior  year  expenditure  adjustments.   Prior  to  that  time  some  refunds 
were  accounted  for  as  expenditure  abatements,  but  as  that  resulted  in  Increasing 
an  agency's  spending  authority  it  has  been  discouraged. 

Recommendation   -  Wo.  16 

The  VepahXment  ofa  Administration  -should  establish  pK.oceduh.es 
^oh.  the  ptopen.  Kecoiding  o&  accrued  tievenu.es  and  mofie  specifi- 
cally,  giant  fievenu.es. 

We  concur.   The  accrual  of  revenue  and  expenditures  has  always  been  a  part  of 
the  Statewide  Budgeting  and  Accounting  System.   The  modified  accrual  basis  of  ac- 
counting was  adopted  to  comply  with  Legislative  intent  as  evidenced  by  the  flex- 
ibility of  SBAS  ie.,  expenditure  accrual  accounting,  enterprise  type  entity  account- 
ing, and  providing  for  accounts  receivable  recordation. 


MONTANA   IS  AN    EQUAL  OPPORTUNITY    EMPLOYER 
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The  continuing  awareness  of  questions  relating  to  accruals  is  further  evidenced 
in  that  the  SBAS  Upgrade  Project  Director  presented  the  subject  of  "full  accrual 
accounting"  to  the  Governmental  Accounting  Policy  Council  (Council)  in  May  1977. 
Although  the  problem  was  speci f icial ly  addressed  for  the  university  system,  it's 
concern  is  applicable  to  the  whole  of  Montana  State  Government.   As  a  result  there- 
of, the  Council  approved  full  accrual,  revenue  and  expenditure,  accounting  for  the 
university  units. 

An  important  factor  in  considering  revenue  accrual  is  that  of  materiality. 
The  auditors  reference  to  generally  accepted  accounting  principles  for  revenue 
accruals  omitted  the  word  "material".   It  is  included  in  AICPA  Industry  Audit 
Guide  for  State  and  Local  Governmental  Units  in  establishing  accrual  method  prin- 
ciples applicable  to  revenues. 

Rzc.ommtnducvU.on  -  Ho.   lb 

We.  nzcommznd  tkz  Ve.pamtme.nt  oft  kdmlnli, fruition  zxpzdctz  the 
publication  o&    uni&onm  ttatewtdz  poLicieA  neganding  pnopznty 
management  and  accountability . 

We  concur.   The  fixed  asset  accounting  system  general  design  and  specifications 
have  been  submitted  to  the  Governmental  Accounting  Policy  Council  for  review  and 
final  approval  prior  to  implementation. 

Recommendation  -  Ho.   33 

The  Department  o&  kdminiAtn.atA.on  should  zAtabliAh  6tandatd 
filing  policies.     The  agzncy  should  pnovlde  adzquatz  AupeAvl&lon 
to  InAune  that  alt  accounting  n.econ.dU  one  illzd  In  onz  location 
and  zailly  nz{zh.znczd  and  hound. 

We  concur.   Management  memos  and  administrative  manual  sections,  as  issued,  are 
accompanied  by  instructions  as  to  how  they  should  be  filed.   The  Montana  Operations 
Manual's  tables  of  contents  are  also  in  numerical  order.   If  agency  personnel  have 
continued  filing  problems,  assistance  is  available  from  the  Department  of  Institu- 
tion's central  services  office  or  the  Department  of  Administration's  Training  Divi- 
sion who  conduct  periodic  classes  for  clerical  and  support  staff.   Agency  personnel 
should  familiarize  themselves  with  general  information  on  filing  systems  that  are 
available  in  numerous  textbooks. 

Rzcommzndation  -  No.   37 

Thz  VzpanXmznt  o{>  Admlnlbtnatlon  should  zAtabllbh  a  poticy, 
Atatzw-idz,   ion.  tnzatxnznt  ofa  donmant  filduclany  account*. 

We  concur. 


uK  Di 


Doyle  B.  Saxby,  Deputy  Director 
Department  of  Administration 
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